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FIRST GENERAL COUNSEL'S REPORT SENSITIVE

AUDIT REFERRAL 07-06
DATE REFERRED August 9, 2007
DATE ACTIVATED August 23, 2007

|
EXPIRATION OF SOL December 26, 2008

SOURCE INTERNALLY GENERATED

RESPONDENT Poc for Congress' and Vurgil Poe, 1n s official
capacity as treasurer

RELEVANT STATUTES 2USC §434(v)

INTERNAL REPORTS CHECKED Audit Documents
Disclosure Reports

FEDERAL AGENCIES CHECKED None
L INTRODUCTION

Thus matter was generated by a Commussion audit pursuant to 2 U S C § 438(b) of Ted
Poe for Congress (“the Commuttee™) covering the period of November 6, 2003 through
December 21, 2004 The Commission approved the Report of the Audit Division on August 1,
2007, and on August 9, 2007, the Audit Division referred Finding 1 of the Report to the Office of
the General Counse! for enforcement Based on the information set forth m the Final Audit
Report, we recommend that the Commussion find reason to believe that the Commuttee violated 2
U S C § 434(b) by fauling to properly report its receipts, disbursements and closing cash balance
as required by the Federal Election Campaign Act of 1971, as amended (“the Act”) (Attachment
1atpp 6-8)

! Effective February 11, 2005, Ted Poe for Congress changed its name to Poe for Congress
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3 1L RECOMMENDATIONS

4 1 Open a MUR 1 AR 07-06,

5

6 2 Find reason to believe that Poe for Congress and Virgil Poe, 1n Ius official
7 capacity as treasurer, violated 2 U S C § 434(b),

8

9 3 Approve as Factual and Legal Analyses the Report of the Audit Division on Ted
10 Poe for Congress, dated August 9, 2007,

1

12 5 Enter nto concihation with Poe for Congress and Virgil Poe, 1n s official
13 capacity as treasurer, prior to a finding of probable cause to beheve,

14

15 6 |

16

17 7 Approve the appropniate letters

18

19

20 Thomasemia P Duncan

21 General Counsel

22

23 Ann Mane Terzaken

7] Associate General Counsel for Enforcement
25

26 Date laﬂa:loi BY

27 Jul cConnell

28 A As Counsel

29 { /

30

31 William A Powers

32 Attorney

33

k[ }

35 Attachments

36 1 Final Report of the Audit Division on Ted Poe for Congress
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Report of the
Audit Division on

Ted Poe for Congress
November 6, 2003 — December 31, 2004

166044262454

About the Campaign (p 2)
Ted Poe for Congress (TPC) 1s the pnncipal campaign commuitice
for Ted Poe, Republican candidate for the U S House of

Fedcral law permuts the

Commussion to conduct Representatives from the state of Texas, 2" distnct TPC 18
audits and field headquartered 1n Humble, Texas For more information, sce
investigations of any chart on the Campaign O1gamization, p 2

poliucal commuttee that 18

required 1o file 1eports Financial Activity (p 2)

under the Federal * Receipts

Election Campaign Act o Contnbutions from Individuals $1,128,834
(the Act) The o Contnbutions from Political

Commussion generally Commutiees 441,086
conducts such audits o Transfers from Authonzed

when a commuttee Commuttees 196,789
appears not to have met o Offsets to Operating

the threshold Expenditures 328
requirements for Total Receipts $ 1,767,037
substantial comphance . Dubunementl

with the Act ! The audit o Operatng Expenditures $ 1,703,187
deteimines whether the o Contnbuton Refunds 6,050
commuttee complied with o Total Disbursements $ 1,709,237

the imitations,
prombitions and
dnsclosure iequirements
of the Act

Future Action
The Commission may
mmitiate an enforcement
action, at 4 [ater ime,
with respect to any of the
matters discussed 1n this

1eport

' 2USC W38(b)

l"lndlngs and Recommendations (p 3)
Misstatement of Financial Activity (Finding 1)
Disclosure of Proceeds from Joint Fundraising Activity

(Finding 2)

Documentation for Receipts (Finding 3)

Dusclosure of Occupation/Name of Employer (Finding 4)

/
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Part 1
Background

Authority for Audit

This 1eport 1 based on an audit of Ted Poe for Congress (TPC),2 undertaken by the Audit
Division of the Federal Election Commssion (the Commussion) 1n accordance with the
Fedeid] Election Campaign Act of 1971, as amended (the Act) The Audit Division
conducted the audit pursuant to 2 U S C §438(b), which permuts the Comnussion to
conduct audits and field investigations of any pohucal commuttee that 1s requized to file a
1eport unde1 2 U S C §434 Pnor to conducting any audit under this subsecuon, the
Commission must perform an internal review of reports filed by selected commuttees to
determine if the reports filed by a particular commuttee meet the threshold requirements
for substantial comphiance with the Act 2U S C §438(b)

Scope of Audit

This audit examined

The 1eceipt of excessive contnbutions and loans

The 1eceipt of contnbutions from prohibited sources

The disclosure of contnbutions received

The disclosure of disbursemcnts, debts and oblhigations
The consistency between reported figures and bank records
The completeness of records

Othe: comnuttee operations necessary to the review

SNOMAWLN -

! Etfective February 11 2008, 1ed Poe for Congress changed its name to Poe for Congress
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Part II
Overview of Campaign

Campaign Organization

Important Dates
e Date of Registration

Ted Poe for Co
November 17, 2003

e _Audit Coverage

November 6. 2003 - December 31, 2004

_Headquarters Humble, TX
Bank Information
e _Bank Depositonies One
e Bank Account One Checking
Treasurer
o Ticasuier When Audit Was Conducted Virgil Poe
o __Treasurer Dunng Penod Covered by Audit | Virgil Poe
Management [nformation
o _Attended FEC Campaign Finance Serunar | No
o Used Commonly Available Campaign Yes
Management Soltware Package
e Who Handled Accounting and Paid Campaign Staff

Recordkeeping Tasks

Overview of Financial Activity

_ (Audited Amounts)
“Cash on hand @ November 6, 2003 $0
o Contnbutions from Individuals $1,128834
o__Contnibutions from Politscal Commuttees 441,086
o Transfers from Authonzed Comnnttees 196,789
o__Offsets to Operating Expenditures 328
Total Receipts $ 1,767,037
o__Opeiating Expenditures $ 1,703,187
o__ Contnbution Refunds 6,050
Total Disbursements $ 1,709,237
Cash on hand @ December 31, 2004 $57,800
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Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

A companson of TPC's 1eported figures 10 bank records revealed that TPC had
matenally misstated 1eceipts, disbursements, and the ending cash on hand balances for
calenda: yeais 2003 and 2004 The Audit staff recommended that TPC file amended
reports to conect the mssiatements In response, TPC matenally corrected the
musstaiecments  (For more detail, see p 4)

Finding 2. Disclosure of Proceeds from Joint Fundraising
Activity

TPC did not pioperly disclose the receipt of net proceeds from joint fundraising activity

with the 2004 Joint Candidate Commuttee Il and the Team Texas Commuttee The Audit

stafl recommended that TPC file amended reports to comrectly disclose these receipts In

response, TPC hled amended reports matenally correcing the disclosure of the joint

fundiusing proceeds (Foi more detail, see p 6)

3. Documentation for Receipts
The Audit staff reviewed contnbutions from individuals and determined that 19% were
not properly documented The errors were all associated with contributions 1n excess of
$50 for which a copy of the contnbutor's check was not retained by TPC The Audit
staff recommended that TPC provide any additional records that 1t 1s able to locate and
provide any other relevant information

In response. TPC's counsel stated that 1s bank keeps copies of contributor checks
1eceived by the commuttee, which complies with 11 CFR §102 9(a)(4) TPC also
provided several contnbutor check copies 1t had recently obtamed from 1ts bank as
samples, but did not provide the majonty of the mussing records The Commussion voted
to receive this finding, without any determination on the ments of the analysis, or the
facts, o1 the interpretation of the law contained theremn  (For more detail, see p 7)

4. Disclosure of Occupation/Name of Employer
TPC did not adcquately disclose the occupation and/or name of employer for
approximately 40% of contnbutions from individuals itemized on its disclosure reports
and no “best efforts” to obtain, maintam, and submt the mnformation was documented
The Audt statf recommended that TPC provide evidence that it exercised “best efforts™
to obtain the mussing information, attempt to contact the contributors to obta:n the
necessary information, submut evidence of such efforts and disclose any information
received 1n amended reports  [n response, TPC filed amended reports that matenally
disclosed occupation/name of employer information (For more detail, see p 8)

mucage-L 77—
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Part IV
Findings and Recommendations

| Finding 1. Misstatement of Financial Activity

Summary

A companson of TPC's reported figures to bank records revealed that TPC had
matenally missiated reccipts, disbursements, and the endmg cash on hand balances for
calendar years 2003 and 2004 The Audit staff recommended that TPC file amended
reports to correct the misstatements In response, TPC matenally comrected the
misstatements

Legal Standard

Contents of Reports Each 1eport must disclose

e The amount of cash on hand at the beginning and end of the reporting penod,

o The total amount of 1eceipts for the reporting period and for the calendar year,

e The total amount of disbursements for the reporting period and for the calendar year,
and

e Certain transactions that 1equire itemization on Schedule A (Ttemuzed Receipts) or
Schedule B (Itemized Disbursements) 2 US C §434(b)X1), (2), (3). (4) and (5)

Facts and

‘The Audit staff reconciled TPC's reported activity to the bank records and deterruned
there was a misstatement of cash on hand, receipts, and disbursements for calendar years
2003 and 2004 The following charts details the discrepancies for each year Succeeding
paragiaphs explain, to the extent possible, why the discrepancies occurred

2003 Activity
Reported Bank Records | Discrepancy
Opeming Cash Balance $0 $0 $0
@ November 6, 2003
Receipta $106,260 $101,260 $5.000
Overstated
Disbursements $22,856 $24.0R6 $1,.230
Understated
Ending Cash Balance $83,404 $77,174 $6,230
@ December 31, 2003 Overstated
The overstatement of receipts was the result of the following
¢ Reported contnbution from a political committee was returned $5.000
trom the bank for insufficient funds (December 2003) —
Overstatement $5,000

mﬁcﬂ_.
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The understatement of disbursements was the net result of the following

o Net under reportng of payroll disbursements’ $1,142
e Unreported bank fees 9%
¢ Over reported disbursement —

Net understatement $1.230

The overstatement ot ending cash on hand 1 the amount of $6,230 was the result of the
misstatements noted above

2004 Actimity
Reported Bank Records

Opening Cash Balance $83,404 $77.174 $6,230

@ January 1, 2004 _ Overstated

Receipts $1.565 264 $1,665,777 $100,513
Understated

Disbursements $1.500,011 $1,685,151 $185,140
Understated

Ending Cash Balance $148 657 $57,800 $90,857

@ December 31 2004 Overstated

The understatement of receipts was the result of the following

o Contnbutions from individuals not reported $84,397

¢ Net under reporting of contnibutions from political commuttees 15,115

e Unexplaned difference 1,000

Understatement $100,513
The understatement of disbursements was the net result of the following

e Operating expenditures not reported $316,621

e Operating expenditures reported twice (71,738)

o Operating expendatures reported but not located 1n bank records (43,800)

o Reported $15,000 disbursement as $1,500 13,500

e Unexplained difference . (29443

Net understatement $185,140

The overstatement of ending cash on hand in the amount of $90,857 was the result of the
musstatements noted above

Al the exit conference, the Audit staff provided TPC representatives with schedules
detailing these misstatements TPC representatives offered no comments

¥ TPC fuled 10 report six payroll disbursemeats totaling $12 219 while it reported five payroll-related
disbwisemems totaling $11,076 that could not be traced to bank records

Page

o M
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Interim Andit Report Recommendation and Committee Response
The Audit staff recommended that TPC file amended reports for calendar years 2003 and
2004 It was further recommended that the most recent report be amended to show the
adjusted cash on hand balance along with an explanation that 1t resulted from audit
adjustments from a prior penod In response, TPC filed the recommended amended

reporta

Finding 2. Disclosure of Proceeds from Joint Fundraising
Activity

Summary

TPC did not properly disclose the receipt of net proceeds from joint fundraising activity
with the 2004 Joint Candidate Commuttee II and the Teamn Texas Commuttce The Audit
staft recommended that TPC file amended 1eports to correctly disclose these receipts In
response, TPC filed amended reports matenially correcting the disclosure of the joint

fundraising proceeds

Legal Standard

Itemization of Contrbutions from Joint Fundrasing Efforts. Participating political
commuitees must report jomt lundraising proceeds in accordance with 11 CFR

102 17(c)(8) when such funds are reccived from the fundruising representative 11 CFR

$102 17(c)(3)(m1)

Each participating political commuttee reports its share of the net proceeds as a transfer-in
from the fundraising representative and must also file a memo Schedule A (Itemized
Receipts) itermzing its share of gross receipts as contributions from the onginal
contributors to the extent required under 11 CFR 104 3(a) 11 CFR §102 17(cX8)(1XB)

Facts and Analysis
The Audit staff determined that TPC received 4 total of $196,789 m net proceeds from

joint fundraising activaty, $100,782 from the 2004 Joint Candidate Commuttee II and
$96,007 from thc Team Texas Comnuttee This activity was properly itermzed as
transfers-in from the fundraising representative on Schedules A, however, TPC did not
disclose memo entrnies on Schedules A itemuzing its share of the gross receipts as
contnibutions from the onginal contiibutors This information was contained in TPC's
contnbutions database

At the exit conference, the Audit staff discussed this matter with TPC representatives
TPC represcntatives offered no comments

Interkn Aundit Report Recommendation and Committee Response
The Audit staff recommended that TPC file amended reports to include memo entries on
Schedules A itermzing its share of the gross receipts from the joint fundraising activity as
contnbutions from the onginal contnibutors In response, TPC filed the recommended
amended reports TPC stated 1n 1ts response that it had followed the reporting
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instructions provided by the joint fundraising representatives  TPC also noted that the
proceeds received from joint fundraising activity referenced above were onginally
itermzed as transfers-in from the fundraising representatives

| Finding 3. Documentation for Receipts |

Sammary

The Audit staff reviewed contnibutions from individuals and deterrmuncd that 19% were
not properly documented The errors were all associated with contnibutions 1n excess of
$50 for which a copy of the contributor's check was not retmined by TPC  The Audit
staft recommended that TPC provide any additional 1ecords that st 1s able to locate and
provide any other relevant information

In response, TPC’s counsel stated that its bank keeps copies of contnibutor checks
received by the committee, which complies with 11 CFR §102 9(a)(4) TPC also
provided several contnbutor check copies it had recently obtained from its bank as
samples, but did not provide the majonty of the missing records The Commussion voted
to recesve this finding, without any determination on the ments of the analysis, or the
facts, or the interpretation of the law contained therein

Legal Standard

A Retention of Check Copies For contnbutions in excess of $50, committees must
maintain a photocopy or digital image of the check or wnitten instrument If the check
copies are maintained digitally, the comnuttee must provide the ability to retneve and
read the images at no cost to the Commussion 11 CFR §102 9(a)(4)

B. Preserving Documents. Commuitices must preserve Lhese records for 3 years afier a
reportisfiled 2US C §432(d)

Facts and

The Audit stafT reviewed contnbutions from individuals on a sample basis and
determined that approximadtely 19% of these 1tlems were not properly documented The
only documentation availdble for these contnbutions was the entries in TPC's electromc
database The errors were for contnibutions greater than $50 for wiich there was no copy
of the check or wnitten instrument

The Audit stafT presented this matter to TPC representatives at the exit conference TPC
ves indicated that they would atiempt to obtain the necessary documentation
and provide 1t to the Audit staff

Interim Audit Report Recommendation and Committee Response
‘The Audit staff recommended that TPC provide any additional records that 1t was able to
locate and any other relevant information In response, TPC's counsel stated that its
bank, acting as “an agent authonzed by the treasurer,” keeps copies of contributor checks
received by the commuttee, and TPC 18 therefore in compliance with 11 CFR

§102 9(a}4) Also included in the response, were several contnbutor check copies TPC

mte.l_.



1004426247 =

had recently obtained from its bank as samples TPC did not provide copies of the
majonty of the contnbution checks that were missing and none of those provided were
dmong the sample errors  The Commussion voted to receive this finding, without any
determination on the menits of the analysis, or the facts, or the interpretation of the law
contained therein

| Finding 4. Disclosure of Occupation/Name of Employer |

Summary

TPC did not adequately disclose the occupation and/or name of employer for
approximately 40% of contnbutions fiom individuals itermzed on its disclosure reports
«nd no “best cfforts” to obtan, mantain, and submt the information was documented
The Audit staff recommended that TPC provide evidence that it exercised “best efforts™
Lo obtain the missing information, atiempt to contact the contnbuto:s to obtan the
necessdiy information, submit evidence of such efforts and disclose any iformation
received 1n amended reports In response, TPC filed amended reports that matenally
disclosed occupation/name of employer information

Legal Standard
A. Required Information for Contributions from Individuals For each 1temized
contnbution from an individual, the committee must provide the following information
e The contnbutor’s full name and address (including zip code),
e The contnbutor’s occupation and the name of his or her employer,
o The date of receipt (the date the commitiee received the contribution),
e The amount of the contribution, and
¢ The election cycle-to-date total of all contnbutions from the same individual 2
US C §434(b)(3XA) and 11 CFR §§100 12 and 104 3(a)4)

B. Best Efforts Ensures Compliance. When the treasurer of a polhitical commuttee
shows that the commuttee used best efforts (see below) to obtain, maintain, and submt
the information required by the Act, the commutiee’s reports and records will be
considered 1n comphance with the Act 2U SC §432(1)

C. Defimtion of Best Efforts. The treasurer and the commttee will be considered to
have used “best efforts” if the commuttee satisfied all of the following cntena
o All wntten solicitatons for contrnibuhons included
0 A clear request for the contnbutor’s full name, mailing address, occupation,
and name of employer, and
o The statement that such reporting 18 required by Federal law
e Within 30 days after the receipt of the contnbution not accompamed by complete
information, the treasurer made at least one effort to obtain the missing
information, via exther a written request or a documented oral request
o The treasurer reported any contnbutor snformation that, although not imtally
provided by the contnbutor, was obtained 1n a follow-up commumcation or was

ool —
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contamed 1n the commuttee’s records or 1n pror reports that the commuttee filed
dunng the same two-year election cycle 11 CFR §104 7(b)

Facts and Analysis
A sample review of contnibutions from individuals disclosed on Schedules A (Itemized

Receipts) indicated that TPC failed to disclose the occupation and/or name of employer,
for approximately 40% of the tested contnbutions In some instances, the missing
information was mantained in TPC's records For those contnibutors for whom the
information was not in TPC's records, no evidence was available to demonstrate that
TPC had cxerciscd “best efforts” to obtain, maintain, and submut the information

The Audit staff presented this matter to TPC representatives at the exit conference TPC
iepresentatives asked the best way to comply wath this recommendation  The Audat staff
responded that TPC should provide evidence of its best efforts to obtain, maintain and
submit the missing contnbutor information, contact the contnbutors m an attempt to
obtain this information, and, file amended reports for any information 1t obtains o
alieady has in 1ts possession

Interim Audit Report Recommendation and Committee Response
The Audit staff recommended that TPC take the following action

e Provide documentation that 1t exeicised best efforts to obtan, mamntain and
submut the required contrnibutor information, or

e Make an effort to contact those individuals for whom the required information
was not in TPC files and provide documentation of such cfforts (such as copies
of letters to the contnibutors and/or phone logs), and,

e File amended reports to disclose any information in TPC's possession as well as
infoimation obtained 1n response to this recommendation

In 1esponse, TPC filed amended reports that matenally disclosed occupation/name of
employer information



